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1.

PROJECT OVERVIEW

USAID’s Business Enabling Project, implemented by Cardno Emerging Markets USA, is a five-year
initiative launched in January 2011. The purpose of the Project is to help the Government of Serbia
(GoS) improve the competitiveness of the Serbian economy and its private sector businesses. The
Project provides technical assistance, training, and other support to improve the business enabling
environment, maintain macroeconomic stability, and further develop financial markets. The Project is
demand driven: all activities are based on the priorities of the private sector and GoS.

The Business Enabling Project (BEP) consists of three major components:

Component 1, Business Regulation and Economic Governance, will streamline laws,
regulations, and institutions; improve regulators’ capacity to implement laws; and improve
analysis and public-private dialogue.

Component 2, Macroeconomic Policy and Public Financial Management, will help the
Government implement new budget and fiscal responsibility laws, improve budgeting, increase
public disclosure and transparency, strengthen public debt management, and improve economic
analysis and forecasting.

Component 3, Financial Market Development, will improve regulatory frameworks for non-
bank institutions, develop capacity to strengthen and expand capital markets, and improve

conditions for debt market development.

The project’s approach to achieving reforms is to help the
GoS work closely with the private sector and outside
experts to make reforms that improve business
competitiveness. The reforms will reduce the time and
money spent by Serbian businesses to comply with laws
and regulations and will help the GoS to be more efficient.
The reforms will also enable businesses to attract necessary
investment at an appropriate cost. As result, Serbian
businesses will have a better chance to be competitive in
the global economy, leading to export-led economic growth
and increased employment.

BEP uses an 18 person staff (16 Serbians, two expatriates),
substantial Serbian and expatriate short term advisors, and a
grants fund to provide technical assistance to GoS and
other counterparts.

GoS Partners

BEP entered into Joint Work Plans with the
following GoS institutions;

General Secretariat of the Government
Ministry of Agriculture, Forestry and
Water Management

Ministry of Construction and Urbanism
Ministry of Finance and Economy
Ministry of Labor, Employment and
Social Policy
Ministry  of
Administration
Office for Regulatory Reform and
Regulatory Impact Assessment
Securities Commission

Fiscal Council (independent body)

Justice and Public

The Project’s Second Year Work Plan was approved by USAID on March 27, 2012.

2. HIGHLIGHTS DURING THE REPORTING PERIOD

This report covers the seventh quarter of BEP’s operation — October 1 to December 31, 2012.

Noteworthy activities during the period were:

®  BEP’s Second Business Survey, released on November 1, provided a great deal of insight into the
composition of Serbia’s private sector and the regulatory, legal, and policy barriers it currently

faces.
providing assistance, including:

The Survey showed some important improvements in areas in which BEP has been

®  Average inspection time cut by more than 50% and average money spent cut by 22%

Time to obtain construction permit cut by more than 37%

|
®  Positive sentiment towards inspection oversight increased by more than 42%
B More than 27% decrease in respondents claiming that corruption is highly problematic for

business.
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This year’s findings witnessed a fairly significant decline in business owners’ optimism regarding
hiring, net income, and new product lines. The Survey also demonstrated the biggest problems
that companies in Serbia face:

® |nflation and exchange rate volatility

®  Poor access to finance

B Extremely cumbersome construction permit process

®  |neffective judgment enforcement system

B Cumbersome and expensive inspection process

®  Limited market access Underutilization of fixed-term employment contracts.

®  After a thorough consultative process with the Inspection Reform Leadership Group (consisting
of heads and other senior officials of the individual inspectorates), BEP prepared a Draft Law on
Inspections. The Draft Law was then reviewed, improved and approved during two discussions
by the Inspection Reform Leadership Group. The Draft incorporates best international regulations
and practice and lessons learned in a way that is consistent with the Serbian legal framework.
BEP also organized a study tour to London, UK, to provide key Serbian policymakers with the
understanding they need to develop inspections reforms. The participants attended the
International Conference “Inspection Reform — The Change That Matters.”

®  The Ministry of Health and the Republic of Serbia Fund for Health Insurance accepted the
initiative of BEP and the National Alliance for Local Economic Development (NALED), to
reduce administrative requirements for sick and pregnancy leave. The Republic Fund for Health
Insurance issued an instruction to its field offices that provides a simplified procedure related to
sick leave that exceeds more than 30 days. The instruction cuts the number of documents
required from 11 to only four. The new procedure was immediately applied. This instruction
stems from USAID BEP's Standard Cost Model Study, which indicates that red tape related to
pregnancy leave costs the Serbian economy around 690 million RSD annually. The initiative was
backed up with an outreach campaign, including the “Pregnant Women vs. System” video, also
supported by USAID BEP as part of the USAID BEP and NALED “Ask When” campaign.

®  BEP provided advisory assistance to the Fiscal Council to prepare two reports: the Assessment of
the Proposed Budget for 2013 and the Assessment of the 2013-2015 Fiscal Strategy. The reports
outline the risks and shortcomings of the latest budget proposal and mid-term fiscal strategies to
curb spending and improve public finances. With BEP’s assistance, the Fiscal Council was able
to carry out extensive economic analysis of the program for public debt reduction and the effects
of corporate income tax law changes, as well as edit both reports for analytical content in their
entirety. These reports were released at a press conference on November 13, 2012, and have
received extensive media coverage. They are already shaping the course of the Government’s
actions. The new Government has already implemented a series of previous recommendations
outlined in analyses published by the Fiscal Council (supported by BEP), including an increase in
VAT and corporate income tax, and a freeze on pensions and public sector salaries.

®  BEP released its White Paper on Financing the Growth of Small and Medium Enterprises (SMES)
in Serbia. The key findings and recommendations include the needs to strengthen credit
enforcement, increase financing options for SMEs, and improve collaboration between
businesses, financial institutions, and the Government. The White Paper and exhaustive study
that accompanies it also demonstrate that poor access to finance and its impact on SME growth
may have serious implications for Serbian economic recovery and growth. The event to release
the White Paper was opened by HE Michael D. Kirby, US Ambassador to Serbia, and Mr Vlajko
Senic, State Secretary at the Ministry of Finance and Economy, and was attended by more than
100 invitees from the Government of Serbia and private sector, as well as experts. Mr Senic said
the GoS will cooperate with BEP in the future on the implementation of suggested
recommendations, and subsequently BEP and the MoFE have developed a joint strategy to
implement the recommendations.
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3. REVIEW OF PROJECT PROGRESS

BEP is accomplishing all aspects of its Work Plan, with all planned activities accomplished. PMP
indicators are being met or exceeded. BEP is a key player in reforms in the areas of business
regulation and economic governance, public financial management, and financial market
development.

BEP prepared carefully for the new Government that took office in July 2012. BEP had studies and
roadmaps ready for all technical areas we work in and conducted substantial outreach and advocacy to
create pressure for reform and build the new Government’s interest in the reforms. This preparation
has paid off, as the GoS has requested BEP assistance in nearly all Task areas of the project, and in
most areas the Government has asked BEP to take a leadership role. For example, the GoS has asked
BEP to lead public-private dialogue and legislative drafting in construction permits, labor law, and
access to finance. BEP is co-leading several legal and institutional reforms with the GoS, including
program budgeting, public debt management, inspections, and public-private partnerships.

BEP has helped with, and in some cases led, establishment of reform coalitions that continue to
constructively push for reforms. For example, the Inspections Leadership Group organized by BEP
has agreed on a strategy on inspections reform and a draft law. BEP is working actively with
coalitions of business associations in almost every BEP Task.

BEP has already achieved significant results. After the BEP Standard Cost Model analysis and the
BEP/NALED “Ask When” television spot on the burdensome regulations relating to maternity leave,
the Ministry of Health asked BEP and NALED to help reform the regulations, leading to a reduction
of procedures from 11 to four. BEP has helped eliminate most of the contentious issues between
labor unions and employers relating to Labor Law reforms. 138 para-fiscal charges were eliminated
and public institutions’ ability to introduce new para-fiscal charges was limited. The GoS has
committed to implement BEP’s recommendations in the areas of construction permitting, program
budgeting, and SME access to finance.

This success demonstrates the utility of BEP’s approach to reforms, which includes intensive analysis
and outreach at the outset of each Task, followed by close engagement with government and other
stakeholders to plan, implement, and monitor reforms.

BEP Approach

Educate

GoS Capacity

- Development
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Law, Procedure & Users, Business &
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BEP is positioned to achieve tremendous results in 2013. The reforms that the GoS has committed to
—and which BEP will work on — will be transformational for the business environment.
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Administrative and General Activities

BEP completed and released its 2013 Survey of Businesses. On November 1, at the Metropol
Palace Hotel, BEP released the Second Business Survey, providing comparative data for the GoS,
USAID, and business associations on where progress was made and where improvements are much
needed. The event was opened by HE Michael D. Kirby, US Ambassador to Serbia, and Mr. Vlajko
Senic, State Secretary at the Ministry of Finance and Economy, and was attended by more than 100
invitees from relevant ministries and associations, as well as by opinion- and policy-makers. The
event underlined the Serbian Government’s commitment to improving business competitiveness and
its readiness to engage with USAID to ensure reforms are followed through. Mr. Senic said the
findings of the Survey would be used in the future by the GoS as a tool for measuring the progress of
reforms. The event received vast media coverage, resulting in more than 40 media reports so far.

The Survey provided a great deal of insight into the composition of Serbia’s private sector and the
number of regulatory, legal, and policy barriers it currently faces. The Survey Report
(http://www.policycafe.rs/documents/loop/Serbia%20Business%20Survey%20Report%202012.pdf)
comprehensively details all of these issues, but nine areas merit attention, especially given the current
macroeconomic context. They are the following:

B Widespread concern about inflation and exchange rate volatility — Companies were asked what
factors most affected the competitiveness of their business, and the top two concerns cited were
inflation (90 percent) and exchange rate volatility (85 percent).

®  Declines in optimism and expectations — This year’s findings witnessed a fairly significant
decline in business owners’ optimism regarding hiring, net income, and new product lines.

®  Poor access to finance — Serbian businesses face significant obstacles in obtaining necessary
capital to grow and create jobs.

®  Extremely cumbersome construction permit process — BEP’s survey corroborates the abysmal
findings of the “Doing Business 2013 report, which ranked Serbia as the 179™ (out of 185) most
difficult country to obtain a construction permit.” Our survey similarly found that 92 percent of
respondents who require construction permits found obtaining one highly problematic and riddled
with difficulty.

m  Ineffective judgment enforcement system — 80 percent of respondents held negative views
towards the system. This is a slight improvement from the 86 percent holding negative views in
2011, but much still needs to be done to improve this area’s performance, since 55 percent of
respondents stated that it took them over a year to complete enforcement.

®  Negative effects of corruption — As mentioned previously, the WEF found that corruption was the
second most problematic factor for doing business in Serbia. Our findings largely confirm these

results, although there has been some
improvement in the past year. BEP's Impact: 2012 vs. 2011

B  Cumbersome and expensive inspection  There were notable improvements in some of the
process — Since last year, considerable areas in which USAID BEP has been providing

progress has been made in reducing the time  assistance:

and costs involved with inspections. For  ayerage inspection time cut by more than 50% and

instance, the amount of time spent on dealing
with inspections was cut by 52 percent while
the amount of money spent was reduced by 22
percent.

Limited market access — Of the companies
surveyed, 70.7 percent of them restricted their
business operations to their hometown market

average money spent cut by 22%
Time to obtain construction permit cut by more than 37%

Positive  sentiment towards
increased by more than 42%

inspection  oversight

More than 27% decrease in respondents claiming that
corruption is highly problematic for business

Respondents claiming it takes more than a year to
enforce judgments fell by nearly 12%
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while 22.7 percent sold their goods or services in regional and national markets. Most
surprisingly, a mere 6.6 percent of surveyed companies reported that they had exported to other
countries.

B Underutilization of fixed-term contracts — The current economic downturn necessitates that
businesses, especially capital-poor SMEs, have high flexibility in planning for the short- to
medium-term future. Despite the need for SMEs to have great flexibility in deploying resources,
particularly during the current economic downturn, businesses continue to under-utilize fixed-
term contracts, which would make it far easier for them to commit to hiring new staff members.

USAID and BEP Discussed 2013 Technical Assistance with Minister of Finance and Economy
Mladjen Dinkic, At the meeting, held at the Ministry of Finance and Economy (MoFE) on
December 18, 2012, Susan Kutor, USAID Serbia Director of Economic Growth, along with BEP and
USAID staff, discussed the current and future cooperation with the MoFE with Minister Mladjan
Dinkic, and members of his staff. The participants discussed the on-going cooperation with the MoFE
(Para-fiscal charges, Late Payment Law, Factoring Law, Program budgeting, SMEs access to
finance). BEP presented the areas identified as priorities for future reform efforts, where BEP can
offer technical assistance and support in 2013: Program Budgeting; State Aid; Access to Finance for
SMEs (in particular NBFIs development, Coordination and Participation in Inter-ministerial Working
Group, Collateral and other regulatory framework reform, and Enforcement of Debts Improvement);
Construction permits; Para-fiscal Charges, and Inspections Reform. Minister Dinkic underlined the
priority areas of future cooperation, as defined by the MoFE: 1) Program budgeting; 2) Finalizing the
Para-fiscal charges reform; and 3) Construction Permits Reform; 4) Inspections reform; 5)
Enforcement of debts; and 6) Access to finance for SMEs. Minister Dinkic expressed his and the
Ministry’s satisfaction with the past and present co-operation with BEP, and his willingness to
continue joint efforts in improving Serbian business environment.

BEP’s first set of interns completed their internships and a second set of interns was selected.
The project’s four interns had very successful internships, including useful research and analysis on
important reform issues. The interns completed a BEP training program and participated in external
trainings, seminars and workshops. The interns made substantive contributions to BEP’s success,
including important research and analysis in the areas of labor law reform and access to finance. BEP
has selected four new interns, who will begin work on the project in January 2013.

BEP completed its training to improve public administration and implementation of legislation.
BEP’s Chief of Party and Deputy Chief of Party conducted the third and final training of GoS
management in “Managing Implementation of Laws and Regulations.” The training program was
conducted in cooperation with the GoS Human Resources Management Service (SUK). The two-day
training event for 16 civil servants from 11 GoS ministries and regulatory bodies included
presentations and facilitated discussions and exercises on managing implementation of legislation,
with case studies, workshops and discussions. Training topics included the drafting process,
consultations with stakeholders, adoption procedure, monitoring and evaluation of legislation. The
participants evaluated the training with excellent marks.

Component 1
BEP undertook three activities that cover multiple Component 1 Tasks:

At the Ministry of Finance and Economy’s (MFE) request, BEP provided input for the development
of the IPA 2014 Sectoral Fiche for Private Sector Development. This request for a USAID project to
be the leading contributor in conceptualizing an important segment of EU assistance in Serbia is
another recognition of BEP’s unique expertise in this area. BEP’s helped the MFE identify areas that
should be addressed under the umbrella of business environment. The focus will be mainly on the
areas that are covered by the Doing Business Report, BEP’s priorities, and other issues underlined as
priority areas in BEP’s Business Survey and other analyses. BEP will also provide detailed
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diagnostics and analysis of the sectors related to business environment improvement in the areas the
Project is covering. BEP and the MFE plan to produce a concrete Action Plan/Road Map of the areas
that need urgent improvement, together with the concrete recommendations as to how to achieve
them. The Ministry will also propose an inter-ministerial mechanism for coordinating this process.
This process will result in helping European Union technical assistance for business environment
reform being tailored to meet country’s real business and developmental needs.

AmCham and BEP organized a conference on business regulations following the first 100 days of the
new Government’s term. The key speaker was Prime Minister Ivica Dacic, who was also part of the
panel discussion. Other panelists included Velimir Ilic, Minister of Construction and Urban Planning,
Milica Bisic, Advisor to the Minister of Finance and Economy, and representatives of business
associations. The conference focused on the Government’s priorities in regulatory reforms, and the
Government officials committed to labor law reform to decrease unemployment and increase
competitiveness to be accomplished in 2013; and amendments to the Law on Planning and
Construction to make construction permitting more efficient, to be made in the first half of 2013. The
Conference followed a series of consultative meetings AmCham organized with business associations
and Government representatives regarding their commitment to reforms in three areas: para-fiscal
charges, construction permitting, and employment regulations. The Conference represented a unique
opportunity for businesses to speak with one voice and obtain commitment from the Government on
the three key policy areas. The conference and related activities were conducted under a BEP grant to
AmCham aimed at achieving policy and regulatory change in para-fiscal charges, construction
permitting, and employment regulations.

BEP supported NALED’s Grey Book. The Grey Book and Reformers of the Year Awards were
presented at an event attended by the Deputy US Ambassador Mr. Litzenberger, World Bank Country
Manager Mr. Brefort, and the Chairman of NALED’s Managing Board, Vladimir Cupic, as well as
senior representatives of central and local governments and business leaders. This edition of its Grey
Book — the fifth annual list of proposals for removal of regulatory and administrative impediments for
doing business in Serbia — was supported by BEP and contains 76 recommendations, of which 22 are
completely new. The Grey Book states that six recommendations from previous editions had been
implemented during the previous 12 months, with another 12 recommendations currently being
implemented. As it has done in the past, the Grey Book will serve as a roadmap for the Government
and other stakeholders in implementing regulatory and administrative reforms aimed at creating a
more enabling business environment. NALED also awarded the “reformers of the year” — people and
institutions that have done the most to improve the environment for economic development in Serbia.
This year’s winners are Simo Vukovié¢, State Secretary at the Ministry of Health; RTS, the Serbian
national public broadcaster; Nemanja Deli¢, Mayor of Sombor; and Bratislav Gasi¢, Mayor of
KruSevac. The top reformer of the year, Mr. Vukovi¢, was recognized for his role in the important
simplification of administrative procedures related to pregnancy and maternity leave. This reform,
advocated and supported by BEP, will save the Serbian economy in excess of 690 million dinars
annually.

Under Obijective 1, Task 1, “Improve Inspections Operations and Organization,” BEP completed
drafting of the Law on Inspections. Responding to businesses’ complaints about serious obstacles for
their daily operations caused by the unreasonable frequency, lengthiness and misuse of public
authorities related to inspections control, BEP has engaged with its Government and business
associations partners in developing proposals for improvement of the inspection sector in Serbia.
After a thorough consultative process with the Inspection Reform Leadership Group (consisting of
heads and other senior officials of the individual inspectorates), BEP prepared a Draft Law on
Inspections. The Draft Law was then reviewed, improved and approved during two discussions by
the Inspection Reform Leadership Group. The Draft incorporates best international regulations and
practice and lessons learned in a way that is consistent with the Serbian legal framework. Key aspects
of the Draft include mandating use of risk assessments and coordination of inspection controls to
minimize the burden on low risk and generally compliant businesses, focus on preventive instead of
punitive inspection actions, and empowering inspections to deal with the informal (grey) economy.
Enactment and implementation of the reformed legal framework for inspections will significantly
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reduce administrative burdens on Serbian businesses and improve the investment climate in Serbia.

BEP organized a study tour on November 21 to 23, 2012, in London, UK, to provide key Serbian
policymakers with the understanding they need to develop inspections reforms. The participants
attended the International Conference “Inspection Reform — The Change That Matters”. The
Conference gathered inspection experts, officials and practitioners from more than 30 countries. The
main topics of the conference were best international inspection practice related to risk-based
approach of inspection surveillance, alternatives to inspection, changing the institutional framework
for inspections, implementing inspection reforms, and coordination of inspections. The attendees also
learned more about inspections at local and state levels, measuring the success of inspection reform,
and effective approaches to securing better
business compliance. The Serbian participants
L gave a presentation on best inspections practices
e U Tl in the realm of labor inspections. The key
S ~ messages of the Conference related to reforming
regulatory delivery for business growth,
changing the culture of regulation, and
improving the competency of inspectors. In
addition to the Conference, BEP provided the
Serbian participants with a one-day training on
contemporary inspection surveillance, conducted
by Donald McRae, one of the most prominent
inspection experts worldwide.

Under Objective 1, Task 3, “Assist Implementation of the Law on Enforcement,” BEP helped the
Ministry of Justice and State Administration (MoJSA) fine tune the Law on Enforcement and
Security. Full implementation of the Law on Enforcement and Security started mid-May 2012, when
the first group of professional enforcement officers was appointed and became operational. The
implementation of this Law has already led to multiple positive effects. In particular, enforcement
officers are now able to seize equipment and other movables in a timely manner, and improve the
creditors’ recovery rate. However, there were also several constraints, mainly procedural, to proper
implementation of the Law. These constraints were corrected through amendments to the Law and its
accompanying bylaws developed by a Working Group organized by the Ministry of Justice and State
Administration (MoJSA). The Working Group consisted of judges, enforcement officers, a university
professor, MoJSA staff, and BEP representatives. BEP organized a one-day roundtable in Vrsac to
finalize the work of the Ministry of Justice and State Administration (MoJSA) Working Group. BEP
also organized public consultations on the Draft Amendments to the Law on Enforcement and
Security, including a public consultation session held at the Court of Appeals. During the discussion,
participants made a number of useful comments and recommendations that the Working Group
included in the final draft of the amended law. As a result of BEP’s assistance, the Working Group
completed a set of amendments to the Law on Enforcement and Security that were delivered to the
MoJSA.

Under Objective 1, Task 4, “Streamline Construction Permitting,” BEP had several follow up
meetings to move forward construction permitting reform following BEP’s presentation of the
Assessment of Constraints to Construction Permits in Serbia in September. BEP met with Minister of
Construction and Urbanism Ilic’s to follow up on the Minister’s announcement that the findings of the
BEP’s Assessment would serve as a blueprint for profound reform of construction permits. At the
meeting with BEP, Minister llic reiterated his commitment to thorough reforms of construction
permitting aimed at expediting administrative procedures to curb corruption and encourage
investments. The Minister said that the first priority of his Ministry at the moment was the process of
registration of illegally developed real estate (so-called “legalization”). Minister Ilic emphasized the
need to reconsider the system of financial impositions related to development projects, as suggested
by BEP research on para-fiscal charges, mostly focusing his attention on the conversion charge.
Finally, Minister llic asked BEP to stay actively involved by providing technical assistance in the
process of drafting future construction permitting legislation and announced that the Ministry of
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Construction and Urban Planning would invite BEP to provide feedback on reform plans discussed
before these plans were released to the public. Subsequently, Minister of Finance and Economy
Dinkic asked BEP to draft a new Law on Planning and Construction that the GoS would use as a draft
for a inter-ministerial working group to be established. BEP also received requests to lead the process
from the Prime Minister (indirectly) and the President of Privrednik business club, as well as other
business associations.

BEP and the City of Belgrade Assistant Mayor planned BEP assistance to the city’s efforts to improve
construction permitting. For several years the City of Belgrade has consistently been ranked lowest
among selected cities in southeast Europe and among the lowest in the world for efficiency in
construction permitting. The City of Belgrade has finally decided to improve its construction
permitting performance, and is in the process of establishing a one-stop-shop (OSS) for construction
permits. The establishment of the OSS is one of the key recommendations of BEP’s Assessment of
Constraints for Construction Permits. BEP and the City of Belgrade discussed possible support to
develop the terms of reference for implementing an IT document tracking system for construction
permits and preparing a user-friendly step-by-step guide through the OSS and construction permitting
process in Belgrade. However, at this point Belgrade’s OSS will be limited to buildings of up to 800
square meters, and even in these cases it cannot be fully effective until a number of regulatory
obstacles are removed, most of them at the national level. BEP and the City of Belgrade therefore
agreed to jointly advocate for an inter-ministerial working group including representatives of the City
of Belgrade and other local governments to amend the Law on Planning and Construction.

BEP and NALED’s Video on Construction Permits Gets Prime Time on Public National TV

The video was produced as part of NALED’s “Ask When” campaign, with BEP technical and financial assistance. It presents
the findings of the BEP study on constraints to construction permitting to raise public awareness of the negative effects that
this procedure has on Serbia's competitiveness in attracting foreign and encouraging domestic investments. The video
particularly underlines job loss because of overly complicated and time consuming procedures. The airing of this creative
video clip has already accelerated BEP's outreach camping for reform of construction permits and has given stakeholders
and BEP more opportunities to talk publicly about the need for quick and comprehensive changes to be made to the system.
In the most recent media interview, Minister of Construction and Urbanism llic, said that a new law on construction permits,
to be adopted within the next six months, was to bring about a radical reduction in the time and money needed to get a
construction permit. Additionally, a bill has been introduced in Parliament calling for a one-year suspension of a statutory
provision requiring usage rights to land to be converted into full title before a construction permit can be applied for.
Currently, this conversion process is one of main obstacles for obtaining construction permits for many of the most valuable
potential construction sites.

Under Objective 1, Task 5, “Reduce the Employing Workers Burden,” BEP is facilitating
discussions between the social partners (government, trade unions, employers) on Labor Law
amendments and other reforms that will liberalize the labor market and stimulate employment. BEP
organized a successful stakeholders retreat “Addressing the Unemployment Crisis -Employment
Strategy and Labor Law.” The two-day stakeholders’ retreat organized in Arandjelovac, gathered
representatives of the Ministry of Labor and Social Affairs (including the State Secretary and
Assistant Minister); representatives of employer and employee associations (Serbian Chamber of
Commerce, AmCham, NALED, SAM, Association of Employers Independence Union,
Confederation of Autonomous Trade Unions), labor : ;
law and economics experts from Serbia and Croatia,
and representatives of the International Labor
Organization.  This marked the opening of the
dialogue aimed at enabling the majority of
stakeholders to take an active part in discussing the
labor market in Serbia, the causes of growing
unemployment and the steps needed to improve the
overall labor environment. All participants agreed
that reforms of labor policies, laws, regulations, and
institutions are needed, and entered into a lively
discussion on identifying priority issues and possible
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solutions. The participants discussed:

How to decrease administrative burdens related to employment;

Changes to the calculation of severance payments in case of employee lay-offs;
Duration and other aspects of fixed-term labor contracts;

Introduction of new forms of labor contracts (time-share; seasonal work, etc.)
Collective bargaining;

Enforcement of labor standards and labor inspections; and

Health and safety at work.

The participants agreed on many of the solutions, and identified areas for further discussion. As a
result, the Ministry and BEP have agreed to organize a series of thematic discussions on the remaining
issues, in advance of the Labor Law draft amendments being introduced by the Ministry. BEP will
also be part of the Labor Law drafting working group.

BEP subsequently met with Branislav Canak, President of the Independence Trade Union and
Ljubisav Orbovic, President of the Confederation of Autonomous Trade Unions of Serbia, to discuss
follow-up steps to the employment policy retreat that BEP organized in Arandjelovac. Both Unions
stated that they were very pleased with the meeting in Arandjelovac, and that they believed BEP could
play an important role in facilitating dialogue between trade unions and employers. They also agreed
that BEP should provide more research and analysis when needed to further the discussions. Mr.
Canak underlined the importance of discussing how institutions could be improved so that the law can
be applied — both now and when amended —in particular the statutory provisions on labor inspections,
labor dispute agency, courts, and the Ministry of Labor. Mr. Orbovic agreed that discussion was
needed on institutional problems and how to resolve them. He added that there were two other crucial
issues that need to be further discussed: 1) paid leave; 2) increasing fixed-term employment to three
years.

On December 13, 2012, BEP gathered labor policy reform stakeholders to present the findings of its
study on “Policies to Increase Employment and Workforce Competitiveness.” The presentation of the
Study was attended by representatives of business associations, labor unions, and the public sector, as
well as the expert community. The Study identifies legal and administrative obstacles for increasing
employment within existing labor legislation, and lays down recommendations for the reform of
institutions and legal framework for the labor market. The Center for Liberal Democratic Studies
(CLDS), engaged by the BEP, prepared the Study in cooperation with humerous partners from public
institutions, NGOs, and academia, as well as independent analysts. This event served as a much-
needed forum for social dialogue on topics such as flexible forms of labor, duration of fixed-term
labor contracts, amount of severance payments, collective bargaining, fiscal burden on wages, and
resolution of labor disputes. Ms Susan Fritz, USAID Chief of Mission, and Mr Zoran Martinovi¢,
State Secretary at the Ministry of Labor and Social Policy, delivered welcome addresses. The State
Secretary announced that amendments to the Labor Law and reform of the overall labor and
employment framework would be completed by the third quarter of 2013. BEP will continue
employment policy reform efforts and will facilitate dialogue between the social partners to help
create a more business-friendly environment and attract more investments.

Obijective 2, Task 1, “Improve Public Private Dialogue” was furthered by several important
discussions organized by the project that involved the public and private sectors, including:

®  Roundtable with the SCC on A2F, October 10, 2012

UN WOMEN Conference, October 19, 2012

Presentation of Business Survey Nov 1, 2012

Labor Policy Retreat, November 6-7, 2012

Third Annual PPP Summit, November 8, 2012

Presentation of Codex on Corporate Governance, November 13, 2012

Factoring Law roundtable, November 22, 2012
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B Increasing private domestic saving for Serbia's economic growth™ round table, November 27,
2012

Presentation of Access to Finance Study and White Paper, November 30, 2012
National Budget Forum and promotion of “Citizen’s Guide to the Budget,” December 03, 2012

Roundtable "Institutional demand for government securities: constraints and opportunities,”
December 7, 2012

B Roundtable "Institutional demand for government securities: constraints and opportunities,”
Economic Institute, December 07, 2012

B FREN’s Quarterly Monitor presentation, December 20, 2012.

Under Objective 3, Task 1, “Improve Quality and Quantity of Legislative and Regulatory
Reforms,” the Ministry of Health and the Republic of Serbia Fund for Health Insurance accepted the
initiative of BEP and NALED to reduce administrative requirements for sick and pregnancy leave.
The Republic Fund for Health Insurance issued an instruction to its field offices that provides a
simplified procedure related to sick leave that exceeds more than 30 days. The instruction cuts the
number of documents required from 11 to only four. The new procedure was immediately applied.
This instruction stems from BEP's Standard Cost Model Study, which indicates that red tape related to
pregnancy leave costs the Serbian economy around 690 million RSD annually. The initiative was
backed up with an outreach campaign, including the “Pregnant Women vs. System” video, also
supported by BEP as part of the BEP and NALED “Ask When” campaign. This campaign also led to
the abolition of 138 para-fiscal levies.

Under Objective 4, Task 1, “Build Interest and Capacities of Public and Private Partners to
Engage in PPPs,” BEP supported the 3 Annual Public-Private Partnership (PPP) Summit. The
Summit was co-funded by the British Embassy. The Summit gathered international PPP experts and
practitioners, government officials, embassies, businesses, international development projects,
business associations and law firms, and experts. The theme of this year’s PPP Summit was the UK
experience with PPPs, and the conference featured highly competent public and private sector
representatives from the UK who shared their knowledge with Serbian participants. The 3rd Annual
PPP Summit encompassed three parallel panel discussions: Panel 1 — Infrastructure; Panel 2 - Public
Utilities; Panel 3 - Resources and Renewable Energy Sources. BEP representatives moderated and
participated in Panel 2, dealing with PPPs in utilities. The Panel 2 discussion covered the current state
of affairs and trends in entrusting the delivery of utility services to the private sector as a form of
concession model. The conclusion of the Summit was that Serbia had untapped potential for the
development of PPPs, mostly at the local level. However, the investment environment, regulation and
practice (licensing, financial relations, red-tape issues, property issues, etc.) need to be improved,
which requires strong political support. The final segment of the Summit was designated for concrete
business-to-government and business-to-business talks on possible PPP projects in Serbia.

BEP is also helping develop Value-for-Money Methodology, which will contain economic, financial
and non-financial guidelines for evaluating PPP projects and serve as a sound basis for decision-
making. VfMM contains economic, financial and non-financial guidelines for sound and high-quality
development and implementation of PPP projects, serving as a set of tools to provide information for
decision-making purposes. In helping the Commission to develop the VMM concept, BEP
conducted reviews and research of best practices of countries with a high volume of PPP projects, and
drafted the methodology. BEP’s next steps include facilitating dialogue with stakeholders,
development of the final VMM draft, and training the Commission on application of VMM and
other topics.

Within the framework of activities aimed at fulfilling Objective 5, Task 1, “Support
implementation of the new Company Law,” the new Code of Corporate Governance was enacted
by the Serbian Chamber of Commerce and Industry on September 17, 2012, and published in the
Official Gazette on October 16, 2012. The new Code was developed by the Serbian Chamber of
Commerce and Industry with USAID BEP’s financial and technical support. The new Code
integrates best international and local practice in the area of corporate governance and company law,
in harmony with the reformist provisions of the new Company Law, and clarifies and elaborates some
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legal and economic issues in order to back up its implementation. The Code was disseminated and
promoted after its enactment and publication. During a Conference on Corporate Governance, held
on November 13, 2012, participants agreed that the new Code of Corporate Governance should help
Serbian companies manage business operations more efficiently, improve their access to capital, and
secure sustainable development. The Conference gathered prominent corporate governance experts
and practitioners, representatives of businesses, financial institutions, business associations, public
and education organizations, and international development institutions and projects. Representatives
of BEP, the International Finance Corporation’s (IFC) Program of Corporate Governance in Europe
and Central Asia, and the Office of the Swiss State Secretariat for Economic Affairs (SECO) in Serbia
presented their missions and activities concerning improvement of corporate governance policies,
standards, regulations and practice. Experts involved in drafting of the new Code of Corporate
Governance presented the main novelties and institutes of the new Code, emphasizing importance of
implementation of the principles and recommendations set forth in the Code.

During Q4 2012, 32 companies notified the Serbian Chamber of Commerce and Industry of the
implementation of the Code of Corporate Governance. Of those, 25 have begun implementing the
new Code as enacted by the Serbian Chamber of Commerce and Industry, while seven have enacted
their own codes of corporate governance. Many of the companies that have put into place their own
codes of corporate governance are currently transposing the recommendations, solutions and features
envisaged in the new Code into their own codes.

Component 2

BEP’s activities under Objective 1, Task 1, “Capacity building assistance to the Fiscal Council
and Improvements to fiscal responsibility,” included advisory assistance to the Fiscal Council to
prepare two reports: the Assessment of the Proposed Budget for 2013 and the Assessment of the
2013-2015 Fiscal Strategy. The reports outline the risks and shortcomings of the latest budget
proposal and mid-term fiscal strategies to curb spending and improve public finances. With BEP’s
assistance, the Fiscal Council was able to carry out extensive economic analysis of the program for
public debt reduction and the effects of corporate income tax law changes, as well as edit both reports
for analytical content in their entirety. These reports were released at a press conference on
November 13, 2012, and have received extensive media coverage. They are already shaping the
course of the Government’s actions. The new Government has already implemented a series of
previous recommendations outlined in analyses published by the Fiscal Council (supported by BEP),
such as an increase in VAT and corporate income tax, a freeze on pensions and public sector salaries,
and commitment to a clear path of deficit reduction: from 6.7% of GDP in 2012 to 3.6% in 2013,
1.9% in 2014, and down to 1.0% in 2015.

Results of USAID’s Business Enabling Project’s (BEP) National Business Survey for 2012 Show Over 10%
Annual Improvement in Favorable Responses on Quality of Public Debate on Economic and Fiscal Issues

BEP’s annual survey of 1,000 businesses registers opinions on economic policy, business environment, and access to
finance issues. According to results of the 2012 survey, one of the areas with over 10% improvement is the quality of
public dialogue and debate on macroeconomic and fiscal issues — which is a direct target of BEP’s component two
activities. BEP has been working directly with the media and training journalists; increasing the volume of research and
public presentation on fiscal and economic issues; getting media to parliamentary debates on fiscal issues; supporting
the research of the Fiscal Council which served as the starting point for a wide public debate on the major fiscal issues.

Pursuant to Objective 1, Task 2, “Improvements to Fiscal Analysis and Strategy by the MoF,”
BEP and Other Donors presented joint recommendations to the Ministry of Finance and Economy
(MFE) on improving public financial management (PFM). USAID, EU, WB, IMF, SECO, and GIZ,
met the State Secretary of the Ministry of Finance and Economy, Mr Senic, to discuss the findings of
a joint policy briefing on PFM challenges in Serbia and the need for urgent actions. Mr. Senic agreed
with the priorities identified and committed to closer cooperation of the MFE with the donor group,
and promised stronger political support for the reform. One of the top priority actions is the
implementation of program and performance budgeting with BEP’s support. This joint donor position
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was first initiated by BEP in November 2011 at a meeting of donor projects hosted by BEP to
coordinate and leverage assistance efforts. Further to these meetings, the World Bank agreed to take a
role in assembling donor positions and putting a joint briefing paper together. BEP provided
substantial input based on its wide-ranging work with the MFE, the Fiscal Council and the Parliament.

Pursuant to Objective 1, Task 3 “Assistance to the GoS and Parliament to improving budget
coordination and performance,” BEP co-organized the National Budget Forum at the Serbian
Parliament. The Forum’s slogan was "Towards a Higher Transparency and Control of the Budget
Process." It was co-organized by BEP, BIRN and Pro-concept and held at the National Assembly on
December 3. The Forum had about 100 attendees, including a number of prominent Serbian
economists, Members of Parliament, Fiscal Council, and NGO participants. The participants
discussed the main characteristics and projected results of the 2013 budget policy, and mechanisms
for stronger participation of the Parliamentary Finance Committee and the public in budget decision
making and control. BEP also organized a panel entitled "Transparency of the Budget Process”
during which the participants discussed actions for improving public awareness and media reporting
on fiscal management issues. BEP presented its work with the Ministry of Finance on the
development of a Citizen’s Guide to the Budget and gave participants a chance to provide feedback
on the proposed guidelines.

BEP and the USAID Judicial Reform and Government Accountability (JRGA) Project jointly
presented their planned assistance activities at the Serbian National Assembly. The two USAID
projects have jointly held presentation of the planned assistance activities for the Heads and
representatives of the parliamentary committees receiving the support. JRGA will work with selected
committees to increase effectiveness of their cooperation with independent agencies (such as State
Audit Institution, Anti-Corruption Agency, Ombudsperson, etc). BEP mainly supports the Committee
on Finance, State Budget and Control of Public Spending, and the Support Service and Research
Department staff, in building analytical capacity for budget and economic policy evaluation, and
improving communication and collaboration with the Fiscal Council. The aim of BEP’s assistance is
to strengthen the role of the Parliament in budget and economic policy decision making. The National
Assembly Deputy Secretary General and committee heads welcomed the proposed support to the
Parliament and emphasized the good experience they had with USAID projects in past years.

Under Objective 1, Task 4, “Assist the MoFE Budget Department to Develop Capacity for
Improved Transparency and Program Budgeting,” BEP’s Consultant, Dr. Slaven Mickovic, Head
of the Macro-Fiscal Department at the Slovenian Ministry of Finance, delivered a two-day workshop
on modeling and projecting government expenditures. He provided the Serbian MoFE Macro-Fiscal
Department team with hands-on training on the usage of econometric tools and techniques (through
the E-views software package), and helped them build an econometric model establishing the
relationship between government consumption and GDP on a quarterly basis. Two members of the
Fiscal Council team also participated in the workshop. BEP’s support to the MFD aims to strengthen
its analytical capacity, and improve the quality of fiscal projections and management of public funds.

To ensure greater transparency and accountability of public spending, BEP provided assistance to the
MOoFE in developing the first “Citizen’s Guide to the Budget”, through a grant to BIRN NGO. This
document translates the Republic of Serbia Budget Law into information both tangible and
meaningful to the citizens and various interest groups, and promotes more effective public oversight
and debate. The MoFE Budget Department and Macro Fiscal Department worked closely with BIRN
public finance experts to analyze and interpret fiscal trends and position, and the implications of
borrowing and budget policies. The Guide helps citizens better understand the distributional impact
of taxation on different groups of taxpayers, spending decisions, and strategic goals of the
Government. BEP presented its joint work with the MoFE on this publication at the National Budget
Forum at the Parliament (on December 3) and gave participants a chance to provide feedback on the
proposed guidelines. Broader outreach activities related to this publication will be launched in
January 2013.

Under Objective 1, Task 5, “Improvements to Fiscal Policy, Strategy and Analysis,” BEP co-
sponsored and assisted in preparation of the FREN Quarterly Monitor number 30. The promotional
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event presented the analysis and papers in the QM and attracted media representatives. Three articles
were funded by BEP in this issue; one deals with fiscal policy: “Institutional framework for issuance
of corporate bonds in Serbia.”

BEP grantee BDO produced drafted amendments to the regulations on state aid in area of
employment, which means that the State aid schemes will be aligned with EU standards once the
respective amendments are adopted. However, the grantee has had difficulties in obtaining data
necessary to assess state aid programs in economic area and there is a delay in activities related to the
second part of its grant.

USAID BEP’s Assistance Leads to Peers Recognizing the Serbian Ministry of Finance’s Structural Deficit
Analysis and Fiscal Strategy.

At this year's Technical Assistance and Information Exchange (TAIEX) Seminar “Applying European Union Economic
Policy to Economic and Monetary Union Legislation,” held between November 26th-30th in Vienna, Serbia received
accolades for its approach on doing structural deficit projections, which was one of the cornerstones of BEPs support to
the Ministry of Finance (Macro Fiscal Department) last year. Presenters used Serbia’s econometric analysis and fiscal
strategy as a “best practice” model for EU candidate countries and gave high marks for close alignment with EU
practices and organization. This event, organized in co-operation with Directorate General for Economic and Financial
Affairs of the European Commission, was attended by officials from EU candidate countries and potential candidates
from the SEE Region.

Under Objective 2, Task 1, “Improving conditions for public investment in and trading of
government debt,” BEP completed the Organizational Diagnostic of the Public Debt Administration
(PDA). The organizational diagnostic was delivered to the PDA in November. The report contains
findings and recommendations for re-structuring the PDA’s departments and processes, and indicates
areas in need of capacity-building. The objective of this Diagnostic is for the PDA to become able to
carry out a wider range of debt management functions, streamline processes, and introduce new
internal controls. But in order to become a world-class, investor-friendly institution, the PDA will
need to take the initiative and make organizational and process restructuring decisions. One
recommendation is to increase the number of staff across departments as well as to form a new
department. The PDA has pledged to implement recommendations from the study.

BEP has started to evaluate market and infrastructure constraints related to government debt issuance
and secondary market trading. This activity ws requested by the PDA Director and will support front
office development.

Public Debt Administration (PDA) Expresses Appreciation to USAID’s Business Enabling Project (BEP) for
Continued Technical Assistance

In the 2012 Report published on its new web site (http://www.javnidug.gov.rs/eng/ ), PDA Director Branko Drcelic
states that “USAID and European Commission are providing assistance to the PDA in its endeavour to develop
activities and procedures in accordance with the best international practice, in order to optimally carry out its role in the
field of public finances.” The central aims of USAID BEP assistance are: a fully functional debt management and
reporting system; capacity for sophisticated risk management analysis; strengthened organizational design; and
improvement of the market for government securities. This assistance will facilitate more prudent and transparent
management of Serbia’s public debt that will help drive down the cost of financing for the businesses.

Under Objective 2, Task 2, “Assistance to improve debt management systems, analysis and
capacity,” BEP continues to Assist the Public Debt Administration (PDA) with the procurement
issues related to its Public Debt Management and Reporting System. BEP is assisting the PDA with
technical issues related to its procurement of a new reporting module (Business Intelligence) as well
as the annual maintenance services for its debt management system. BEP assisted PDA with the
development of Technical Specifications for its debt system maintenance, proposed specific
reorganization of help desk procedures, outlined service level agreement tailored to PDA’s needs, and
specified new control mechanisms (conditional resolution of long time outstanding problems,
contractual damages, etc.). The advice will enable the PDA to make an informed strategic decision on
how to effectively manage the debt management system and the new reporting module. The
procurement is expected before the end of 2012.
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Under Objective 3, “Technical Assistance to advance the GoS macroeconomic strategy”, BEP
grantee FREN has provided the results of the conducted survey of shadow economy across the sectors
and geographic areas with key findings. FREN completed the first draft of the study at the end of
December 2012.

FREN also held a press conference for the new issue of its economic Quarterly Monitor issue no. 30,
which was partially financed by BEP, BEP financed the update of the macroeconomic dataset (which
is made available on FREN’s site and Policy Café portal), and three articles. Two articles financed by
BEP address macroeconomic issues: 1) PPP Financing Options in Serbia; 2) Protection of Minority
Shareholders Rights in Serbia. The Global Competitiveness Report places Serbia at the very bottom
of the scale when it comes to the protection of minority shareholders’ interests: the country is ranked
143rd out of a total of 144 economies. Bearing in mind that there can be little development of the
financial market without strong protection of minority shareholders, USAID BEP supported research
to detect the cause of the problems. This study, published in the Quarterly Monitor, answers some of
the related questions. The research concluded that a new set of laws adopted in Serbia in 2011 was in
line with EU laws and recommendations, and that the degree of shareholders protection is technically
the same as in the EU. Therefore, the problem is not due to an inadequate legal framework, but is
rather a consequence of the unsuccessful and incomplete implementation of laws. A more detailed
analysis of public and private enforcement should still be carried out in order to detect all necessary
steps to be taken in order to eliminate the implementation shortcomings.

Component 3

Under Objective 1, Task 1, “Assistance for the
Implementation of the new Capital Market
Law,” BEP commenced dialogue on increasing the
institutional demand for government securities.
BEP and the Economic Institute held a roundtable
“Institutional Demand for Government Securities:
Constraints and Opportunities.” The purpose of the
roundtable was to contribute to better understanding
of the constraints and opportunities in widening the
market for domestic government securities; to
identify the policy measures needed for increasing
investors’ interest; and to improve the liquidity of
the government securities market.  Aleksandar
Vlahovi¢, the Chairman of Economics Institute, Joe Lowther of the USAID Business Enabling
Project, and Bosko Zivkovié, Professor at the Faculty of Economics gave the opening remarks,
underlining the benefits of a developed government securities market. A developed market provides
an avenue for funding the budget deficit from domestic sources, other than the central bank; it reduces
the need for direct and potentially damaging monetary financing of government deficits; and avoids a
build-up of debt denominated in foreign currency. A lively discussion by the representatives of
investors, banks, insurance companies, pension and investment funds and other governmental
institutions confirmed the significance of reforming the current policies. It was concluded that a
coherent and consistent coordination of the GoS and stakeholders is a condition for the success in
reforming this area. Multiple measures are needed to stimulate activity in secondary markets:
ensuring a constant supply of government debt; aligning sale procedures in the primary market to
support the secondary market; establishing a trading and reporting system in the secondary market;
and promoting the development of hedging instruments.
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BEP and the Securities Commission (SC) signed a Memorandum of Understanding whereby they
agreed to cooperate closely in joint development and implementation of a new, service-oriented,
information technology (IT) system for the Commission that will enable a facilitated flow of internal
information; timely access to, and full disclosure of relevant data; and more efficient procedures for
regulation and supervision of market participants and trade in financial instruments. This should
improve the overall performance of the Securities Commission. BEP’s assistance through its grant
will enable the use of information technology to support risk management and provide transparency
of internal processes, reducing the level of the risk. The grant is a co-shared, joint effort, whereby
BEP provides the software development and training, while the Securities Commission purchases the
hardware needed for the system. The selection of the grantee is expected by the end of this year.

USAID’s Business Enabling Project’s (BEP) Assistance to Improve Capital Market Regulation Recognized

BEP’s assistance to the Securities Commission and help in drafting 22 bylaws has led to recognition from the EU, FIC,
and other commentators:

m Inits “Serbia 2012 Progress Report” European Commission stated that progress can be reported in the area of
securities markets and investment services. They pointed out that the Securities Commission (SC) adopted 22
pieces of implementing legislation in order to regulate more precisely the capital market legal framework aiming to
further align the new Serbian Capital Market Law with the acquis.

m  BEP’s efforts to improve capital market regulation in Serbia were also commended by the FIC in their latest White
Book edition. FIC acknowledged all the results achieved and the effects produced by the efforts to improve this
area. FIC pointed out the fact that the Securities Commission adopted more than 20 necessary by-laws by the
statutory deadline, although doing so required substantial effort.

m At the Belgrade Stock Exchange conference, held on November 21, participants on several occasions cited capital
market regulation as excellent and positive for the further development of the capital market.

Under Objective 1 Task 3 “Assistance for the development of a legal framework and
strengthened enabling environment for a commodity exchange,” after discussions with BEP, the
Ministry of Foreign and Internal Trade and Communications has confirmed that the Commodity
Exchange Law is one of the top priorities of the Ministry in the coming year, and that this activity has
already became the part of the Government’s Work Plan. As the next step, the Ministry will establish
a new Commodities Exchange Drafting Working Group by the end of the year, and will start a series
of activities aimed at clearing the overall legislative framework needed to enable the development of
the commodity exchange in Serbia. BEP representatives will serve on this working group. In
addition, BEP will provide assistance in organizing public discussions and other events in order to
ensure that all relevant stakeholders are included in the process.

Under Objective 4 Task 1 Facilitation of increased debate and analysis of the financial sector,”
BEP supported the access to finance portion of the “Food for Europe” Agricultural Forum. As part of
its efforts to improve access to finance for farmers and small and medium-sized enterprises (SMES) in
the agribusiness and agribusiness-related sectors, BEP organized a panel entitled “Financing SMEs in
Agriculture and Food Industry: Solutions’ as part of the Forum dubbed “Food for Europe— towards a
new development strategy for the Serbian agro-economy.” The Forum gathered over 130 both
domestic and international experts and highlighted the necessity of drafting a new
agricultural/agribusiness development strategy for Serbia. The Forum served as a great platform for
discourse and provided recommendations to improve access to finance in the agribusiness industry.

Under Objective 4 Task 2 “Facilitation of increased debate of access to finance, BEP released the
White Paper providing recommendations and ideas to improve access to finance for small and
medium-sized enterprises (SMES) in Serbia. The event to release the White Paper was opened by HE
Michael D. Kirby, US Ambassador to Serbia, and Mr Vlajko Senic, State Secretary at the Ministry of
Finance and Economy, and was attended by more than 100 invitees from the Government of Serbia
and private sector, as well as experts. Mr Senic said the GoS will cooperate with BEP in the future on
the implementation of suggested recommendations. BEP’s Economic Advisor Anthony Sinclair
presented the key findings and recommendations, including the needs to strengthen credit
enforcement, increase financing options for SMEs, and improve collaboration between businesses,
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financial institutions, and the Government. Mr.
Sinclair highlighted the fact that poor access to
finance and its impact on SME growth may
have serious implications for Serbian
economic recovery and growth. The
presentation was followed by an in-depth
discussion between the panelists — Dragijana
Radonjic-Petrovic, Special Advisor at the
Ministry of Finance and Economy, Vida
Dzagic, Vice-President of the Serbian
Chamber of Commerce, Milanko
Bogosavljevic, Director of the Export Credit
and Insurance Agency and Aleksandar
Calovic, Vice President of Executive Board Cacanska Banka. More than 20 journalists were present
at the event which in the following days received extensive media coverage, resulting in more than 30
media reports to date.

< USAID | SABIJA

BEP co-organized a Conference with the Serbian Chamber of Commerce (SCC) and the Institute of
Economic Sciences, to launch dialogue between the businesses and the financial sector, and to gain
further insight into the problems faced by SMEs in obtaining finance. BEP presented constraints that
need to be jointly solved between the financial sector and enterprises. The Conference also presented
a study, co-authored by several members of the SCC and the Institute of Economic Sciences,
analyzing SMEs’ need for capital and available sources of finance, as well as exploring market
sources of funding and national and international financial support programs. The in-depth discussion
that followed confirmed BEP’s findings on some of the key problems in the SMEs sector, including
lack of financial management knowledge, unfamiliarity with alternative sources of finance available,
and absence of a single location for all information on advantages and shortcomings of each available
financing option. The lack of communication and understanding between businesses and the financial
sector is also considered a major impediment, as is the absence of non-bank financial institutions to
support microenterprises and SMEs. Participants at the roundtable concluded that the deadline for the
collection of receivables should be shortened, and that there is a strong need for a comprehensive
SME development strategy and further formation of business associations and clusters.

BEP participated in a Finance and Trade Seminar organized by the Association of Serbian Banks.
The main objective of the seminar was to present and analyze the developments in the economic and
financial sphere, worldwide as well as in our country. BEP presented key issues in the new draft of
the Factoring Law, which aim at improving liquidity conditions and enabling more value-chain-based
finance. The event gathered representatives of the entire banking sector.

Under Obijective 6, Task 1, “Improving the Enabling Environment for SME Access to Finance,”
BEP has been working closely with the MoFE SME Policy Department and Minister’s Special
Assistant Dragijana Radonjic Petrovic, on drafting the new 2013-2016 SME development strategy and
action plan. The Ministry plans to create and adopt a realistic strategy that fits the specificities of the
Serbian business environment. The Ministry’s priorities include mapping and evaluation of existing
State Support instruments and dealing with enterprise-related constraints.

Pursuant to the MoOFE’s request, BEP is also advising the Ministry on new Equipment Loan
Guarantee Schemes. BEP Advisor Tony Sinclair is advising the MoFE on the structure of a pilot
grant scheme model that should increase the demand for the long term equipment investing loans. For
this purpose, BEP talked to Pro Credit Bank and Cacanska Banka, as the most active banks in SMEs
lending, in order to get their initial feedback on the grant scheme idea. Both banks have shown
interest to participate in the pilot project of the grant scheme and provided their opinion about the loan
terms regarding the loan duration, collateral requirements and interest rate that could be applied.
Based on the MoFE’s ideas and options, and the banks’ feedback, BEP will help the MoFE structure
the pilot grant scheme, planned to be implemented at the beginning of 2013. If it proves successful,
the MoFE plans to expand this program in the course of the following year. These activities are part
of BEP’s cooperation with the MoFE to improve the access to finance for SMEs that need the
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financial sources to invest in equipment and production. The MoFE’s efforts will encompass
measures other than targeted state support, e.g. leasing system reform and collateral regulatory system
improvements.

During Year 2, BEP took an active role in drafting the Factoring Law, in cooperation with the
Ministry of Finance. The activities included expert assistance for the working group and public-
private dialogue. The drafting process included three sets of public discussions with stakeholders,
which ensured that the draft was harmonized with international best practices. It was regionally
recognized as a best-case example of both legislation drafting and public-private dialogue.

However, the new Ministry of Finance and Economy’s officials decided to add last-minute
amendments to the draft law, which caused controversy within the factoring industry. BEP convinced
the MoFE to hold another public discussion prior to deciding on any major changes of the draft
legislation. The discussion, supported by the Factoring Association of the Belgrade Chamber of
Commerce, resulted in consensus on most of the controversies, setting a good example of importance
and effectiveness of public-private dialogue in the process of drafting legislation. The Ministry
announced the adoption of the Factoring Law for March 2013.

Responding to MoFE’s request, BEP provided technical assistance in developing the Late Payment
Law. The Project provided an expert review of the draft Law on Late Payments and recommended
improvements in line with best international practices regarding combating late payment in
commercial transactions. BEP’s comments on the draft included a recommendation to enable a more
flexible approach to the statutory payment period for B2B commercial transactions, and to apply this
Law to the companies in restructuring, since they represent one of the major sources of illiquidity.
The Law on Late Payment was adopted in December 2013, incorporating many of the
recommendations provided by BEP.

BEP has continued cooperation with the Association of Leasing Companies of Serbia (ALCS), in
order to establish a legal framework which will enable the growth of the leasing industry and provide
additional financing possibilities for SMEs. ALCS has identified all legal constraints that should be
amended. BEP is recognized as a good intermediary to reach the relevant stakeholders. The MoFE
and the NBS expressed their willingness to review the proposed changes and to proceed with those
that are viable for the Serbian economy and financial system. BEP will support and facilitate the
reforms. As a further step, ALCS will provide all relevant data from the local market, as well as some
best international practices of leasing regulation and performance. By the beginning of April, BEP
and ALCS will organize a roundtable with the relevant state institutions, in order to strengthen the
public-private dialogue and establish a good basis for improving SMEs access to finance through
using financial instruments that is better fitted to thei